
   
 

 

 

Abstract 

Regarding to the growing importance of foreign trade, especially for Iran, as well as the importance of the 
Commonwealth of Independent States (CIS), the main purpose of this study is to examine Iran's trade potential 
with the CIS during the time period 2014-2018. In this regard, by using Allen and Drysdale indices, we have 
firstly examined Iran's trade similarity with CIS countries. Then, the competitiveness has been evaluated by 
calculating RCA and Lafay indicators. Finally, based on RCA, Lafay and total trade potential criteria, Iran's 
trade potential with CIS countries has been measured. According to the results, Iran's trade potential with the 
CIS region varies between $ 19 billion and $ 30 billion during the time period, and Iran has used only less than 
10 percent of its existing trade potential with this region. During the period, Iran has a comparative advantage 
in more than 400 commodity groups, and according to the RCA index, the most important competitive 
commodity groups are generally primary goods, based on natural resources, agriculture and oil products. Also, 
according to the Lafay Index for 2018, Iran has about 500 commodity groups with a positive index, and there 
is a significant balance in favor of this group of commodities. Given some significant capacities and 
advantages over the CIS, Iran should develop its trade with this region, taking into account national interests. 

Keywords: Foreign Trade, Comparative Advantage, Allen, Drysdale, Lafay.  

 
1. Introduction 

Economists believe that trade is the engine of growth and development. In their opinion, international trade 
makes it possible to take advantage of potential capabilities given the existing and potential comparative 
advantage and creates clear signals for investing in profitable and competitive economic projects in the global 
arena. Trade openness, also affects economic growth through having an access to foreign markets, technology, 
and resources. Therefore, countries are trying to increase their world trade share while enhancing their exports. 
According to the report of the International Monetary Fund (2018), Iran's share in the world economy, including 
oil, is about 0.5 percent and by excluding oil, these figures are very low. World Bank data show that Iran's gross 
domestic product in 2018 was about $ 454 billion. Considering the total exports of about $ 100 billion, the share 
of exports in the country's production is less than 22% and by excluding crude oil exports, it was about 10% in 
the year. Issues such as readiness for trade liberalization, the need for diversity of non-oil products, and Iran's 
limitations in areas such as capital, management, and technology, highlight the need for regional cooperation and 
integration for Iran. Therefore, due to the lack of Iran's membership in the World Trade Organization, the trade 
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integration through the establishment of regional trade relations is necessary. Also, the special importance of CIS 
countries makes it necessary to scrutinize trade with these countries and identify their markets. 

According to UN international trade center (ITC), the CIS region imported about $ 425 billion in 2018, which 
could be a significant capacity for the region's trading partners, especially Iran. Despite this, Iran's contribution 
in imports of this region is less than 0.5% in the year.  Meanwhile, Iran has a very high capacity to act in the 
markets of this region. As shown in Table (1), according to Islamic Republic of Iran Customs statistics during 
the period time 1992-2018, Iran's trade with Russia, which is one of the most important trading partners of Iran 
in the CIS region, has always faced a deficit. During this period, Russia's share of Iran's exports decreased, but 
accounted for a significant share of Iran's imports. Iran's next partner in the CIS is Azerbaijan. Iran’s trade 
balance and terms of trade with this country has fluctuated slightly in favor of Iran during the studied period. 
Iran's foreign trade with Kazakhstan shows a win-win situation, because although its 0.5 percent share of foreign 
trade is not significant, a small trade balance and terms of trade are in favor of both countries. Other member 
countries of the CIS have a low share in Iran's foreign trade. In total, the CIS countries had a 65% share of Iran's 
foreign trade in 2018, and at the same time, the terms of trade during these 26 years were in favor of this region 
and decreased to the detriment of Iran. The trade balance has the similar situation and it was to the detriment of 
Iran during this period.  

As mentioned, Iran's foreign trade with the CIS region is at a low level, while Iran has a significant capacity 
to trade with this region. The purpose of this study is to examine Iran's trade potential with CIS member 
countries and answer these questions: In which group of goods does Iran have a comparative advantage? How is 
the balance of the country's comparative advantage with the CIS member states? And to what extent has Iran 
used its trade capacity with this region? Obviously, answering these questions and being aware of business 
opportunities will help to make the right trade arrangements. In this regard, the similarity of Iran's trade structure 
with the CIS countries, Ukraine and Turkmenistan for the period 2014-2018, has been evaluated by the most 
important indicators of trade similarity, namely Allen and Drysdale, and then while identifying comparative 
advantages, trade potentials between Iran and The CIS area has been assessed through indicators based on 
comparative advantage, Lafay as well as overall trade potential. 

 



 

Table 1. The situation of trade of Iran and the CIS countries during the period 1992-2018  

Year  1992 2002 2012 2018 

Country  
share of 
export  

Share of 
import  

TOT  BOT 
share of 
export  

Share 
of 

import  
TOT  BOT  

share of 
export  

Share 
of 

import  
TOT  BOT  

share of 
export  

Share 
of 

import  
TOT  BOT  

Russia  2.76  1.08  4.85  -235  1.59  3.92  2.11  -801  1.53  3.31  0.93  -1270  0.64  3.14  0.92  -1070  

Kyrgyzstan  0  +  -  -0.18  0.49  0.04  9.35  14  0.13  0.01  1.84  37.5  0.08  0.03  0.89  23  

Azerbaijan  0.96  0.67  3.72  -167  5.43  0.11  1.72  225  1.55  0.08  0.49  458.4  0.93  0.05  1.25  396  

Armenia  0.02  0.01  0.73  -1.5  1.34  0.22  0.60  12.7  0.37  0.06  0.28  89.5  0.36  0.05  0.06  138  

Kazakhstan  0.01  0.01  5.29  -3.5  1.1  1.18  6.08  -211.3  0.41  0.36  1.48  -57.6  0.30  0.2  0.97  45  

Tajikistan  0.02  +  1.93  0.14  1.32  0.04  1.08  53  0.81  0.07  0.29  228  0.18  0.06  0.46  53  

Moldova  0  +  -  -0.24  +  +  0.70  0.07  +  0  -  0.8  +  0  -  1  

Belarus  0  0  -  0  0.01  0.02  0.82  -5  0.02  0.21  3.67  -108  0.01  0.05  0.68  -21  

Uzbekistan  +  0  -  0.061  1.51  0.26  3.15  12.3  0.28  0.32  1.4  -77.6  0.32  0.11  0.24  97  

Ukraine  0.01  +  0.97  0.19  0.6  0.87  0.95  -167  0.2  0.65  3.1  -279  0.07  0.19  2.79  -51  

Turkmenista

n  

0.42  0.02  0.47  4  1.92  0.09  0.86  69  2.3  0.21  0.59  634.3  0.91  0.02  1.10  396  

Total  4.21  1.8  4.38  -403  15.31  6.75  1.74  -798.5  7.62  5.28  0.71  -343.3  3.79  3.91  0.76  6  

Source: Present Research Calculations 
 

 

 

 



 

2. Empirical Background  
There are several empirical studies over the formation and development of regional economic integration, but 

no independent and comprehensive research has been done on Iran's trade potential with the CIS countries. 
Erokhin et al. (2020) have analyzed the comparative advantages between the 5 Central Asian countries 
(Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan and Uzbekistan) and China during the period 2000-2018. By 
using the competitiveness indicators such as Balassa, Vollrath and Lafay, they have shown that the selected 
countries had more (less) advantages in consumer (capital) goods. Falkowski (2017), by analyzing the long-term 
comparative advantage of the Eurasian Union in the four main commodity groups based on technology intensity, 
has concluded that the member countries of this union (except Belarus), were weak in competitiveness in high 
and medium technology goods during the period 2000 -2014. 

Ainur and Diana (2015) have studied Kazakhstan's competitive advantage during the period 2001-2012 by 
using the Lafay index. The results of this study indicate an increase in the comparative advantage of raw material 
exports during the studied period. Using the Balassa, Vollrath and Lafay indices, Ishchukova and Smutka (2013) 
have examined the situation of Russia's revealed comparative advantage in agriculture and food products during 
the period 1998-2010. According to the results of this study, Russia has a good comparative advantage over the 
CIS region and Asian countries. Hosseini et al. (2018) have studied the dimensions of the impact of international 
macroeconomic components of the Caspian coastal states and Iran on the development of regional cooperation in 
the evolutionary process of regionalism by a descriptive method. They have emphasized the use of the capacity 
of these components. Fathi and Vali Beigi (2015) have measured the competitiveness of goods exported from 
Iran to Russia during the time period 2004-2008. By using the constant market share (CMS) analysis in this 
study, no general rule was found for explaining the growth of all Iranian commodities exported to the Russian 
market . 

Doulati and Buri urakovich (2013), by employing the trade complementarity and potential indexes during the 
period 2002-2010, have analyzed Iran's trade potential with central Asian countries (Kazakhstan, Kyrgyzstan, 
Turkmenistan, Tajikistan and Uzbekistan). The results of this study show that Iran and the mentioned countries 
have not benefited from trade complementarity and similarity and the bilateral import is very small . 

Nasirzad and Hosseini (2012) have examined the bilateral trade of Iran and the Republic of Azerbaijan during 
the period 2003-2007. By using the Drysdale and Allen indices, they have concluded that the two countries 
currently have little trade similarity and therefore, there is little capacity for the cooperation. Hasanpour and 
Saqeb (2004) have used the export-import similarity index (EIS) to examine the presence or absence of trade 
cooperation between Iran, Azerbaijan, Kazakhstan, Turkmenistan and Russia during the period 1997-2000. 
According to the results of this study, one of the reasons for the low intra-group trading of the Caspian coastal 
states is the low similarity between the states. 

 
3. Methodology 

In the framework of the international trade literature; among the achievements of comparative advantage-led 
production can be mentioned the following: specialization, division of labor, economies of scale, introduction of 
new technologies and entrepreneurship in economic activities, and finally an increase in access to 
macroeconomic policy goals, such as higher rates of economic growth and full employment. It is also important 
to pay attention to comparative advantages in order to identify and take advantage of potentials between 
countries. Many researchers, including Balassa (1965) in their empirical studies using various theories of 
international trade have introduced indicators and criteria that reveal the trade potentials of countries. In his 
view, the trade potential of countries is affected by a number of factors, some of which can be measured 
according to available information and statistical sources, and some of which are non-measurable factors. 
Accordingly, it is possible to reveal the trade potential of countries by analyzing the trade patterns of countries 
and at the sectoral and commodity levels. 

In order to study the trade potential by emphasizing the supply side factors, it is necessary to identify the 
capacity and intensity of access to factors of exportable products, so from this aspect the study can be evaluated 
in the framework of the Hackscher-Ohlin-Samuelson model. But, calculating the trade potential based on the 
capacity of the production factors is sometimes difficult. This can be due to the lack of up-to-date and reliable 
information at the commodity level especially in developing countries. As a result, many economists and 
researchers have tried to estimate the trade potential using indicators based on post-trade data and trade 
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performance analysis method. In this regard, we can refer to the studies of Drysdale (1988), Linneman (1966), 
Finger and Kreinin (1988). These studies have led to the presentation of various indicators in measuring 
similarity, degree of complementary and trade potential. 

 
3.1. Trade similarity 

Countries involving trade have commons that allow trade to continue and develop. For example, the 
similarity of export and import may show that these countries can continue and develop their foreign trade 
according to the current pattern. Of course, it should not be overlooked that trade similarity is a single reason for 
continuous trade, nor can dissimilarity mean that there is no trade capacity. Also, trade similarity criteria reflect 
the current state of foreign trade and do not necessarily mean the future and predictable situation of foreign 
trade. However, these criteria can provide basic information about the possibility of trade continuity and 
development. 

 
a) Allen index 

Allen's criterion, first introduced in Allen's Mathematical Economics (1957), is used to measure the similarity 
of exports and imports. This index is calculated by cosine of the angle between export and import vectors as 
follows: 
)3-1 ( 
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Where ikX  and jkM  are respectively; the vectors of country i  exports to the world and the imports of 

country j  from the world, in commodity group k . This index is between zero and one. The zero indicates that 
the two trade flows are perpendicular to each other and, accordingly, the possibility of trade between the pairs of 
countries is low, while with increasing the cosine of the angle, the possibility of trade between the two countries 
increases. If the angle between two vectors is zero, the cosine will be one and the similarities of trade flows will 
be complete. 
 

b) Drysdale index 
If the composition of trade goods in the bilateral trade flows is the same, the Allen index acquires the number 

one, which indicates the complementary of trade. On the other hand, if two trade vectors are perpendicular to 
each other, the degree of complementary of trade is zero and the cosine of the angle of the flow vectors will be 
zero. 

Although the Allen criterion shows the similarity or dissimilarity of trade between partner countries, it has 
two important drawbacks: First, the index remains silent on trade potential, meaning that there may be similarity 
when no trade has taken place in practice. Second, this index basically shows the intensity of similarity and does 
not provide information about the existence of trade similarity. 

The Drysdale index can be used to further examine the existence of trade similarity. This index is also called 
the complementary of trade index because it shows how close the structure or pattern of a country's exports is to 
the structure or pattern of its trading partner's imports. The Drysdale index is calculated as follows: 
 

. .
kk t tn
jwiw ww iw

ij t k k t
k iw ww iw jw

MX M M
D

X M M M

 
  

  
       (3-2) 

Where ijD  represents the Drysdale index between two regions or countries i  and j . Also in this formula, 
k
iwX  is the value of the country's exports i  in the commodity group k , t

iwX  represents total value of the 
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country's exports i  to the world, t
wwM  is the value of the world's total imports, k

wwM  shows the value of world 

imports in the commodity group k , t
iwM  is the value of the country's imports i  from the world, k

iwM  indicates 

the value of the country's imports i  in the commodity group k , k
jwM  is the value of country imports j  in the 

commodity groups k  and finally, t
jwM  represents the value of country imports from the world. 

The Drysdale index is always greater than zero, and values greater than one indicate that the export pattern of 
the country under study is similar to that of its trading partner. In contrast, if the Drysdale index is less than one, 
it indicates that there is no similarity between the trade patterns. 

The index shows how much specialization and comparative advantage in the export sector complements the 
import sector of the trading partner. Thus, this specialization does not necessarily mean international 
competitiveness, but rather represents trade potentials. The three determinants of this index are comparative 
advantage, the global share of the commodity group and the import structure of the trading partner. 
 
3.2. Comparative advantage and trade potentials 

Various methods can be used to calculate the trade potential. One way is; first, to estimate the comparative 
advantages of the home country and then to estimate its foreign trade capacity based on this competitiveness in 
the different commodity groups. In this regard, in the first stage, the Balassa-Vollrath RCAX index, i.e. Revealed 

comparative advantage index in terms of export (
ik

XBW ) can be calculated from the following relation: 

ik

k
i
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         (3-3) 

Where k
iX  and t

iX  are the exports of the home country in the commodity group k  and all of the commodity 

groups, respectively, and k
wX  is the world export of the commodity group k  and t

wX  is the total world export. 

In the next step, the comparative disadvantage index can be calculated based on the Balassa-Vollrath (
ik

MBW ) 

revealed comparative advantage index (RCAM), in which the variables are defined as before but in terms of 
imports. The index is calculated as follows: 
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Another recent indicator of competitiveness is the index of Lafay (1992), which considers both trade flows 
and their overlap, and is therefore a more appropriate indicator than the traditional competitiveness indicators. 
The Lafay index can be calculated as follows: 
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In these relations, ikLI  indicates Lafay index for the country i  in the commodity group k and also ikX and 

ikM  are export and import of the country i  in the commodity group k , respectively. Also, iX , iM  and iY  show 

the total exports, imports and national production of the country, respectively. 
If the Lafay index is greater than zero, the country or region under study will have a comparative advantage 

in the commodity group, and if this index is less than zero, the Lafay index will indicate a lack of comparative 
advantage in the commodity group. The neutral situation will be when the Lafay index is zero. It should be noted 
that the algebraic sum of the Lafay index for the group of different goods is zero. 

In order to calculate the possibility of developing trade with the CIS member countries, along with 
Turkmenistan and Ukraine, the indicators of comparative advantage and disadvantage based on RCA and Lafay 
have been used during the period 2014-2018. Export and import data have been extracted from the international 
trade center (Intracen) and customs of the Islamic Republic of Iran. 
 
4. Empirical Results 

Based on the calculations performed and according to Table (2), the intensity of Iran's trade similarity with 
the CIS region in 2018 and at the HS 8-digit, is estimated to be about 0.3. Thus, although the intensity of trade 
similarity between Iran and the CIS countries is greater than zero, it is at a low level. The level of trade similarity 
between Iran and the CIS countries has been fluctuating trend, which indicates a kind of instability in trade 
between Iran and the CIS region. 

As shown in Table (2), according to the research calculations, the highest Allen index value among the CIS 
countries is assigned to Belarus, which indicates a significant capacity in Iran's trade with this country. Also, 
according to the index calculations in the 8-digits HS, after Belarus, Uzbekistan has the highest Allen index 
value with Iran. In contrast, the lowest Allen index value in 2018 is assigned to Russia, which can be justified 
given the country's trade performance in relation to Iran's exports. Also, according to the calculations of this 
study, the median of index distribution is at a low level, which shows a low similarity between the trade flows of 
Iran and the CIS region. In addition, the coefficient of variation of the index distribution is also at a high level, 
which indicates a significant difference between the countries in the trade similarity with Iran. Thus, it seems 
that the countries of the region should be treated differently in trade policies, and in this regard, the countries 
with significant trade similarities should be considered in trade targeting. Table 2 also shows the calculations of 
the Drysdale index for the 8-digit HS. Although the value of the Drysdale index is usually greater than zero, but 
less than one indicates a lack of trade similarity between Iran and the CIS group. 

 
Table 2.  Allen index of Iran with CIS countries (8-digit HS) 2014-2018 

CIS 
Index Range of countries The first three countries 

2014 2015 2016 2017 2.18 

0.273 0.319 0.229 0.266 0.302 Allen 0.01 - 0.89 
Belarus (0.89), 
Uzbekistan (0.3) and 
Ukraine (0.09) 

0.0021 0.0015 0.0012 0.0009 0.0005 Drysdale 0.000004 - 0.0056 
Belarus (0.0056), 
Uzbekistan (0.0003) and 
Ukraine (0.0002) 

Source: Calculations of the present study 
 

It is worth mentioning that; first, as the Allen index shows, the intensity of trade similarity between Iran and 
the CIS countries is at a low level, which in a way confirms the results of the Drysdale index. Second, the low 
intensity of similarity can be considered as a potential for trade because it shows the unused potential in trade 
between the two partners is significant. Of course, low intensity or low similarity can also be due to an outward-
looking and closed economy, which in this regard is expected to experience an increasing trend with the opening 
of the economy, constructive and active development and win-win of international trade relations. 

Table (3) shows the potential based on Iran's comparative advantage against the CIS region during the period 
2014-2018. According to this table, the number of commodity groups with comparative advantage in Iran during 
this period has averaged 431 and it has increased during the period 2014-2018. However, the number of groups 
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without the advantage of the CIS region has averaged 2238 with an increasing trend during the period. The 
situation of comparative advantage of Iran and the CIS region indicates a significant potential for the 
development of Iran's exports. 

 
Table 3.  Trade potential based on Iran's export advantage to the CIS 2014-2018 

 2014 2015 2016 2017 2018 
Number of advantageous goods groups in Iran 411 454 422 415 453 
Number of groups of goods without advantage in the 
CIS 

2169 2109 2216 2303 2390 

Percentage of Iranian exports in total CIS imports 0.527 0.569 0.621 0.481 0.43 
Export potential of Iran to CIS (in dollars) 30373575 24076636 19291648 22755158 23192311 
Percentage of Iran's use of total available potential 8.39 7.8 10.29 8.25 7.89 
Source: Calculations of the present study 

 
According to Table (3), Iran's foreign trade potential with the CIS region varies from about 19 to 30 billion 

dollars during the period 2014-2018. Furthermore, the potential in 2014 was about $ 30.3 billion, which in 2018 
has decreased to about $ 23.2 billion. Overall, there is significant potential for foreign trade between Iran and the 
CIS countries, but unfortunately about 10% or less of this capacity has been used. Even if it is assumed that ten 
percent of this trade potential will go to Iran, there will still be considerable vacant capacity for foreign trade 
between Iran and these countries. Clearly, in these circumstances, about 80% of trade potential is used, which is 
about 20% of the foreign trade capacity of Iran and this region is not utilized. At the same time, Iran's absorption 
of 30% of its trade potential provides significant unused capacity for Iran. In this situation, about 70% of the 
country's unused foreign trade potential in relation to this region will be used. It should be noted that the share of 
CIS imports from Iran during the period has been about 0.5%, which is a very low level considering the 
comparative advantages of the country.  

One of the important information that can be seen from Table (3) is that, during the period 2014-2018, the 
CIS region does not have a comparative advantage in a significant number of the commodity groups. At the 
same time, Iran has a comparative advantage in more than 400 commodity groups. Iran has significant potential 
for developing its export to the CIS region in various commodity goods from agricultural to petrochemical 
products, which, of course, in an open economy can lead to economic growth and development. Table (4) shows 
the important trade potential commodity groups of Iran against the CIS region in 2018. 
 

Table 4.  Important trade potential commodity groups of Iran against the CIS region in 2018 

Source: Calculations of the present study 

Row Commodity Group 

RCX 
export 

potentia
l 

RCM 
Import 

potential 
 

Row Commodity Group 
RCX 

export 
potential 

RCM 
Import 

potential 
 

1 The body of passenger vehicles 2.73 16.57 11 poly vinyl chloride 1.96 1.59 

2 Steel and non-alloy rods 6.25 3.28 12 
products-section, of 
iron or non – alloy 
steel: 

1.25 1.20 

3 Tomatoes 5.14 4.20 13 Petroleum bitumen 16.38 1.52 
4 Cheese 1.77 2.02 14 Portland Cement 5.15 2.67 

5 polyethylene 12.76 1.09 15 
Machinery for crushing 
and grinding  

2.26 4.57 

6 chocolate 1.16 2.42 16 Detergents for washing 1.96 2.14 

7 Apple 6.01 3.96 17 potato 12.31 3.80 

8 
Plates and films and ... of 
ethylene polymers 

1.67 1.43 18 
Cows for breeding 

4.11 10.22 

9 Sugar not containing cocoa  3.72 1.97 19 
Hollow and welded 
pipes of iron 

2.04 1.84 

10 Orange 1.14 3.30 20 
U-shaped non-alloy 
iron or steel parts 

3.46 3.99 
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Table 5 lists Iran's trade potential and the percentage of using of this potential by each of the CIS countries in 

2018. 
 

Table 5.  Iran's export potential to CIS member countries in 2018  
Export 
potential of 
Iran  

Percentage of 
use of existing 
potential  

Country  
Export potential 
of Iran  

Percentage of 
use of existing 
potential  

Country  

419375  37.91  Armenia  11424326  2.45  Russia  
8107184  5.06  Azerbaijan  580526  13.49  Tajikistan  
9401521  0.029  Belarus  92112  434.0423  Turkmenistan  
2808435  4.67  Kazakhstan  4378709  0.71  Ukraine  
736997  4.57  Kyrgyzstan  1336189  10.54  Uzbekistan  
632539  0.11  Moldova    

Source: Calculations of the present study 
 

According to Table 5 the trade potential of Iran and Armenia in 2018 is estimated at about $ 419 million. 
Although there is significant trade potential between Iran and this country, about 38% of this capacity has been 
utilized in 2018. It should be noted that Armenia imports only about 3% of its imports from Iran during the 
period, which is not significant considering the comparative advantages of the country and the proximity of the 
two countries. Also, according to Table 5 Iran's trade potential with Azerbaijan is about $ 8 billion. Meanwhile, 
the share of Azerbaijan's imports from Iran in comparison with the total imports of this country is less than 5%, 
which shows a good capacity for developing Iran's exports to this country. Even if the 10% of estimated 
potential is considered as Iran's share, more than half of its trade development capacity with this country is still 
unused. 

In the case of Belarus, and as expected on the basis of the Allen and Drysdale indices, there is considerable 
trade potential for Iran against with Belarus. According to Table 5 Iran's trade potential with Belarus is estimated 
at about $ 10 billion. Meanwhile, the share of Belarusian imports from Iran is generally below 0.1%. Even if 
10% of the estimated potential is considered as Iran's share, more than 70% of the trade development capacity 
with this country in 2018 is still unused. Iran's trade potential with Kazakhstan is about $ 3 billion, while about 
0.5 percent of this country's imports are from Iran, and Iran has practically little trade with Kazakhstan. Even 
assuming 10% of the potential, more than half of the trade development capacity with this country in 2018 is still 
unused. 

Iran's trade potential with Kyrgyzstan is estimated at about $ 7 billion. While less than one percent of the 
country's imports are allocated to Iran and in fact Iran has little trade with this country. In relation to Moldova, 
Iran's trade potential is estimated at about $ 600 million, but in practice, a small share of this country's imports is 
allocated to Iran. Even assuming 10 percent potential, about one percent of this capacity has been used in 2018. 

According to Table 5, Iran's trade potential with Russia, as one of the most important countries in the region, 
is estimated at an average of $ 1 billion. But Iran's share of Russian imports is small, and even assuming 10 
percent of the potential, only about 25 percent of that capacity will be used in 2018. Based on the calculations, 
the trade potential of Iran and Tajikistan in 2018 was about $ 500 million, while about 2.5% of Tajikistan's 
imports are allocated to Iran, and in fact Iran has little trade with this country. Of course, assuming 10% of the 
potential as the minimum potential for Iran's exports to this country, the total trade capacity with this country in 
2018 has been used. 

Similarly, the trade potential of Iran and Turkmenistan in 2018 is estimated at about $ 92 million, and it 
seems that Iran has been able to use the entire existing capacity to trade with this country.  

In contrast, the average trade potential of Iran and Ukraine is about $ 4 billion, and assuming 10% of the 
potential, less than 10% of trade capacity with this country in 2018 has been used. Also, the average trade 
potential of Iran and Uzbekistan is about $ 1 billion in 2018.While about one percent of the country's imports are 
allocated to Iran, which indicates a significant capacity to develop trade with this country. 

As shown in Table 6, the selected potential commodity groups for Belarus, Kazakhstan, Ukraine, and 
Uzbekistan are generally the primary goods, although they have less value added than the manufactured 
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finished goods. Goods for Kyrgyzstan, Moldova, Tajikistan are mostly petrochemicals and raw materials, and 
the group of goods selected for Russia is generally agricultural products. 

 
Table 6. Three important trade potential commodity groups of Iran against the CIS countries in 2018 

country  
Commodity 
Group  

RCX  RCM  country  
Commodity 
Group  

RCX  RCM  

Armenia 

Petroleum and 
light products  

1.06  1.72  

Azerbaijan  

Polyethylene  12.76  2.29  

Aluminum  1.08  7.84  
Rods of non-alloy 
iron and steel  

6.26  7.86  

chocolate  1.16  8.34  date  34.77  7.88  

Belarus  

Crude oil and 
petroleum oils 
and bitumen  

10.71  2.97  

Kazakhstan  

Lead and 
concentrate  

1.26  25.92  

Gaseous 
hydrocarbons  

37.64  11.96  
The body of a 
passenger motor 
vehicle  

2.73  19.50  

potato  5.14  6.34  
High density 
polyethylene  

12.76  2.83  

Kyrgyzsta
n  

Light oil and 
derivatives  

1.05  3.45  

Moldova  

Light oil and 
derivatives  

1.06  1.54  

Fabrics made of 
synthetic fibers  

1.77  852.78  Copper wire  5.66  43.86  

Rods of non-
alloy iron and 
steel  

6.26  13.41  Petroleum bitumen  16.38  9.07  

Russia  

The body of a 
passenger motor 
vehicle  

2.73  26.01  

Tajikistan  

Liquid propane  10.31  26.28  

cheese  1.77  3.09  
Light oil and 
derivatives  

1.05  2.72  

tomato  5.14  5.52  
Rods of iron and 
alloy steel  

6.26  33.09  

Turkmenis
tan  

Steam turbine 
parts  

1.27  141.48  

Ukraine  

Light oil and 
derivatives  

١ ٠۶  1.44  

Rods of non-
alloy iron and 
steel   

6.26  25.20  Liquid propane  10.31  3.01  

potato  12.31  63.55  Liquid butane  11.24  5.56  

Uzbekistan  
Portland cement  5.15  26.75  

 wheat flour  1.81  22.31  
Aluminium  1.08  3.13  

Source: Calculations of the present study 
  

Table 7 shows the status of the Lafay index of Iran and the CIS countries in 2018. According to this table, out 
of about 5000 commodity groups, there were about 4500 groups of overlapping goods with the CIS region, and 
according to the Lafay index, Iran had a comparative advantage in about 500 groups of goods in the entire CIS 
region. Also, there is a significant Lafay balance in favor of the commodity groups, which can be considered as 
the nominal potential of Iran's trade with this region. In 2018, the balance of the group of advantageous goods is 
estimated at about $ 84 billion, which considering the import of about $ 42 billion in the CIS region, there is a 
significant potential for Iran. Furthermore, considering the minimum potential of the countries, it can be seen 
that Iran, except for Turkmenistan, Armenia and Azerbaijan, has used less than 10% of its trade capacity against 
each of the CIS member countries. 
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Table 7.  Status of Iran and CIS Lafay index in 2018 

Number of 
overlapping 
goods of Iran 
and trade side 

Number of 
overlapping 
goods with 
positive Lafay 

Balance of Iran's 
advantageous 
goods 

Balance-based 
potential 

Minimum 
potential 

Minimum 
potential 
utilization 
percentage 

Country 

4510 527 83898300 82212476 - - CIS 
3907 829 79385437 79226447 1520162 10.46 Armenia 
4025 763 83112986 82702456 2190264 18.74 Azerbaijan 
4240 684 83703717 83700955 4841064 0.06 Belarus 
4273 738 83347460 83216075 4692658 2.80 Kazakhstan 
3737 994 79090781 79057042 1858720 1.82 Kyrgyzstan 
3926 800 78948240 78947540 2108734 0.01 Moldova 
4366 681 87140954 86860444 4437159 6.32 Russia 
3446 788 68068775 67990460 1436584 5.45 Tajikistan 
3630 956 80361363 79961558 932967 42.85 Turkmenistan 
4250 744 80413280 80381825 6064715 0.52 Ukraine 
4028 874 85117456 84976506 3185284 4.43 Uzbekistan 

Source: Calculations of the present study 
 

Table 8 shows the selected commodity groups with the positive and negative Lafay index of Iran against the 
CIS region. The interesting point in this table is the role of some sectors, especially agriculture in both groups 
with positive and negative Lafay, which represents intra-industry trade based on competitive advantages. 
 

Table 8. Selected commodity groups with the positive and negative Lafay of Iran against the CIS region in 2018 

010239 010410 010594 010631 010632 010633 010639 010641 020680 020840 
Positive 
Lafay 

010129 010190 010221 010229 010290 010391 010420 010511 010512 010599 
Negative 

Lafay 

Source: Calculations of the present study 
 

Table 9 presents the five selected commodity groups with the positive and negative Lafay in 2018 by CIS 
countries. According to this table, the most valuable commodity groups with the positive Lafay for Iran against 
the CIS region are crude oil and bituminous minerals, oils from bituminous minerals, polyethylene and natural 
gas. Of course, in the case of Tajikistan, the order of these cases is different and it can be seen that natural gas 
(271111), despite the positive Lafay in the other countries, shows a negative Lafay in this country. The results of 
the Lafay index show the importance of intra-industry trade and policies related to this type of trade in the CIS 
countries. 

 
Table 9.  Five selected commodity groups with the positive and negative Lafay of Iran against the CIS countries in 2018 

Positive Lafay Negative Lafay Country 
270900 271000 390120 271111 271112 271019 392690 260300 040690 390210 CIS 
270900 271000 390120 271111 271112 271012 271019 721420 170490 252329 Armenia 
270900 271000 390120 271111 271112 271019 721420 170490 190531 190590 Azerbaijan 
270900 271000 390120 271111 271112 271019 070200 080810 392690 390210 Belarus 
270900 271000 390120 271111 271112 271019 392690 260300 760110 190590 Kazakhstan 
270900 271000 390120 271111 271112 271012 271019 721420 392690 170490 Kyrgyzstan 
270900 271000 390120 271111 271112 271012 271019 721420 392690 070190 Moldova 
270900 271000 390120 271111 271112 070200 392690 040690 721049 180690 Russia 
270900 271000 271111 390110 290511 271112 271012 271019 721420 170490 Tajikistan 
270900 271000 390120 271111 271112 271019 721420 080810 392690 170490 Turkmenistan 
270900 271000 390120 271111 390110 271019 271019 392690 281410 390210 Ukraine 
270900 271000 390120 271111 271112 271019 252329 760110 390210 390410 Uzbekistan 

Source: Calculations of the present study 
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Table 10 shows a summary of Iran's trade potential with the CIS region based on various indicators. Based on 
this table and other calculations, it seems that Iran has a considerable unused capacity against the region. 
 

Table 10.  Total trade potential of Iran and the CIS countries in 2018 (In million dollars) 

 
Based on the 
index RCA 

Based on the 
index IPX 

Based on the index Lafay 
Minimum Balance 

Total trade 
potential of Iran 
and CIS 

Region 23192 34680 3538 82212 

country 92 - 11424 1631- 66780 933 - 6065 67990 - 86680 

Source: Calculations of the present study 

 
5.  Conclusion 

The main purpose of this study is to examine Iran's trade capacity with the CIS member countries. In this 
regard, first, the similarity of Iran's trade structures with the region was compared based on different trade 
indicators. Based on the calculations and the results of Allen and Drysdale indices, the similarity and its intensity 
are not significant, which on the one hand indicates the need to pay attention to other trading partners beyond the 
region and on the other hand indicates vacant capacities for trade development with the region. Subsequently, 
these trade capacities were examined. According the calculations, Iran has a comparative advantage in many 
commodity groups, which based on the RCA index, the most important commodity groups with comparative 
advantage are generally based on natural resources, agriculture and oil. Second, Iran's trade potential against the 
CIS region is significant and the balance of Iran's comparative advantage with the CIS region is estimated to be 
positive in favor of Iran, which, of course, is questionable compared to what has actually happened. Also, based 
on the Lafay index, there were about 527 commodity groups with the positive Lafay in Iran's trade with this 
region in 2018, and based on the results of this index, Iran has used less than ten percent of its trade potential in 
most CIS countries. The results for the positive and negative Lafay commodity groups and the trade flows 
overlapping indicate the importance of policy sensitivity based on the intra-industry trade and competitive 
advantage literature. 
In general, based on the results, despite the significant potential in foreign trade of Iran and the CIS region, and 
great advantage in some commodity groups, Iran has not been able to use these benefits properly and has 
exploited its minimal trade potential against the region. Due to the sanctions imposed on Iran, the introversion of 
the Iranian economy and inappropriate policies, Iran has not been able to exploit its considerable comparative 
and competitive advantages. Besides developing its trade openness via trade integrating with the different 
regions like the CIS one, Iran needs to identify the appropriate markets and replace less developed partners with 
them based on the competitive advantages and trade potentials. In order to enhance exports and increase trade 
relations with the CIS region, Iran needs to orient production and investment based on its competitiveness and 
lack of the region’s comparative advantages. In this regard, it is recommended to use the integration capacities, 
especially the appropriate use of the Eurasian Agreement to expand trade relations, coherent planning to guide 
investment in the advantageous sectors and the development of advertising in the countries of this region. 
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